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INDEPENDENT AUDITORS' REPORT

To the Mayor and Council
Town of Berlin, Maryland

We have audited the accompanying financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining
fund information of the Town of Berlin, Maryland, as of and for the year ended June
30, 2011, which collectively comprise the Town’s basic financial statements as listed
in the table of contents. These financial statements are the responsibility of the Town
of Berlin, Maryland management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally
accopted in the United States of America and the standards applicable to financial
audits contained in Govermment Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund
information of the Town of Berlin, Maryland, as of June 30, 2011, and the respective
changes in financial position and cash flows, where applicable, thereof for the year
then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our
report dated October 24, 2011 on our consideration of the Town’s internal control
over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements and other matters.  The purpose
of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion
on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit,

Accounting principles generally accepted in the United States of America
require that the management’s discussion and analysis and budgetary compatison
information on pages 3 through 9 and page 38 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who
congiders it to be an essential part of financial reporting for placing the basic




financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

DIS tCompomy, O

CERTIFIED PUBLIC ACCOUNTANTS

;

October 24, 2011




TOWN OF BERLIN, MARYLAND
MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2011

This section of the Town of Berlin, Maryland’s (the “Town”) annual report presents our
discussion and analysis of the Town’s financial performance during the fiscal year that ended on June 30,
2011, Please read it in conjunction with the Town’s financial statements, which follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of four financial parts — management’s discussion and analysis (this
section), the basic financial statements, required supplementary information, and an optional section that
presents schedules of revenues and expenses. The basic financial statements include two kinds of
statements that present different views of the Town:

¢ The first two statements arc government-wide financial statements that provide both long-term and
shori-tern information about the Town’s overall financial status.

® The remaining statements are fimd financial stafements that focus on individual parts of the Town,
reporting the Town’s operations in more detail than the Government-wide financial statements.

— The governmental funds statements tell how general government services like general government,
public safety, public works, parks, recreation, culture, and community development were financed
in the short term as well as what remains for future spending,

— Proprietary fund statements offer short- and [ong-term financial information about the activities
the government operates /ike businesses, such as the electric department and the water and sewer
system,

The financial statements also include notes that explain some of the information in the financial

supplementary information that further explains and supporis the information in the financial statements.
In addition to these required elements, we have included schedules of selected revenues and expenditures.

Government-wide financial statements

The government-wide statements report information about the Town as a whole using accounting
methods similar to those used by private-sector companies. The statement of net assets includes aff of the
government’s assets and liabilities. All of the current year’s revenues and expenses are accounted for in the
h statement of activities regardless of when cash is received or paid.

The two government-wide statements report the Town’s sef assers and how they have changed,
Net assets — the difference between the Town’s assets and liabilities — is one way to measure the Town'’s
financial health, or position. Over time, increases or decreases in the Town’s net assets are an indicator of
whether its financial health is improving or deteriorating, respectively. To assess the averall health of the
Town you need fo consider additional nonfinancial factors such as changes in the property tax base and the
condition of the Town’s roads and electric, water, and sewer systems.

"The government-wide financial statements are divided into two categories:

= Governmental activities — Most of the Town’s basic services are included here, such as
the legislative and executive government, finance administration, police, fire, public
works, parks, and community development. Property faxes and state and federal grants
finance most of these activities.

statements and provide more detailed data. The statements are followed by a section of reguired .
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®  Business-type activities — The Town charges fees to customers to help it cover the costs
of certain services it provides. The Town’s electric, water and sewer departments are
inctuded here.

Fund financial statements

The fund financial statements provide more detailed information about the Town’s most
significant fimds — not the Town as a whole. Funds are accounting devices that the Town uses to keep track |
of specific sources of funding and spending for particular purposes. The Town has two kinds of funds:

*  Governmental funds — Most of the Town’s basic services are included in governmental funds
which focus on (1) how cash and other financial assets that can readily be converted to cash flow
in and out and (2) the balances left at year-end that are available for spending. Consequently, the
governnental funds statements provide a detailed short-term view that helps you determine
whether there are more or fewer financial resources that can be spent in the near future to finance
the Town’s programs. Because this information does not encompass the additional long-term
focus of the govermment-wide financial statements, we provide additional information at the
bottom of the governmental funds statement, or on the subsequent page, that explains the
relationship (or differences) between them.

i A At el m e - i

" Proprietary funds — Services for which the Town charges customers a fee are generally reported in |
proprietary funds. Proprietary funds, like the government-wide financial statements, provide both E
long- and short-term financial information. In fact, the Town’s enterprise funds are the same as its |
business-type activities, but provide more detail and additional information, such as cash flows.

FINANCIAL ANALYSIS OF THE TOWN AS A WHOLE

The Town’s combined net assets at June 30, 2011 were $26,364,000. Of this total, $18,760,000 is
invested in capital assets and $1,278,000 is restricted which leaves an unrestricted balance of $6,367,000.
The Town’s net assets increased $4,752,000 or 22% over last year. The tables below show key financial
information in a condensed format for the curtent year. :

Table 1
Town of Berlin, Maryland's Net Assefs
{in thousands of dollars)

1 A e T Y TR Potr E  R A Y,Tbmi e

Governmental Business-type
Activities Activities Total
2011 2010 - 2011 2010 2011 2016
Current and other assets $ 7805 § 7,536 $ 1939 § 3313 $ 9804 § 11,359
Capital assets 4,822 3,654 33,415 26,026 38,2317 29,680
Total assets 12,627 11,190 35,414 29,349 48,041 41,039 ‘

Long-term liabilities 2,146 1,373 17,075 11,274 19,221 12,647
Other Habilities 242 335 2,214 6,443 2,456 6,780
Total liabilities 2,388 1708 19,280 17,719 2677 19427
Net assels L ;
Invested in capital assets, f
net of related debt 2,825 2,408 15,935 13,185 18,760 15,593 4
Restricted 423 348 901 837 1324 1,185 ¥
Unrestricted ] 6,991 6,726 {710 (1,892) 6,280 4,834 i
Total net assets $ 10239 § 9482 3 16125 $ 12,130 $ 26364 § 21,612 ; o
H -
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Tabie 2 and the narrative that follows consider the operations of governmental and business-type
activities separately.

Table 2
Changes in Town of Berlin, Maryland's Net Assets
{in thowsands of dollars)
Governmental Business-type
Activities Aclivilies Total ¢
2011 2010 2011 2010 2011 2010
Revenues
Program services
Charges for services $ 367 $ 150 3 8,563 § 8,578 3 8,930 $ 8,728
Operating grants and contributions 93 115 93 115
Capital granits and contributions 330 22 4,478 1,816 4,808 1,938
General revenues -
Properiy taxes 3,272 3,403 3,272 3,403
!ll Other taxes and fees 364 345 364 345
Unrestricted grants 400 400 400 400
Overhead allocation 511 511 {511} (511} -
Other 17 1 (672) 1 (655)
Total revenues 5,337 4,963 12,531 9311 17,868 14,274
Expenses
General government 1,171 1,554 1,171 1,554
Public Safety 1,934 1,573 1,934 1,573
Public Works 989 1,067 939 1,067
Planning and community developmt 327 148 327 148
Recreation and parks 84 72 84 72
Interest on long-term debt 74 14 74 14
Electric 6,141 5,983 6,141 5,983
Water 610 686 610 586
Sewer 1,786 2,097 1,786 2,097
Total expenses 4,579 4,428 8,537 8,766 13,116 13,194
Excess (deficiency) before transfers 758 535 3,994 545 ;1,752 1,080
Transfers (1,373) 1,373
Change in net assets 3 758 & (838) $ 3994 § 1,918 $ 4,752 % 1,080
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Table 2 and the narrative that follows consider the operations of governmental and business-type
activities separately,

Table 2
Changes in Town of Berlin, Maryland's Net Assels
{in thousands of doilars)

Governmental Business-type
Activities Activities Total !
2011 2010 2011 2010 2011 2010
Revenues
Program services
Charges for services 3 367 3 150 $ 8,563 § 8,578 $ 8,930 § 8,728
Cperating grants and contribulions 93 115 93 115
Capital grants and contributions 330 22 4,478 1,916 4,808 1,938
General revenues -
Property taxes 3,272 3,403 3,272 3,403
Other taxes and fees 364 345 364 345
Unrestricted grants 400 400 400 400
Overhead allocation 511 511 (€13))] 510)] -
Qther 17 1 (672) 1 (655)
Total revenues 5,337 4,963 12,531 9381 17,868 14,274
Expenscs
General government 1,171 £,554 1,171 1,554
Public Safety 1,934 1,573 1,934 1,573
Public Works 989 1,067 989 1,667
Planning and community developmt 327 148 327 148
Recreation and parks 84 72 84 72
Interest on long-term debt 74 14 74 14
Electric 6,141 5,983 6,141 5,983
Water 610 686 610 686
Sewer 1,786 2097 1,786 2,097
Total expenses 4,579 4,428 8,537 8,766 13,116 13,194
Excess {deficiency) before transfers 758 535 3,994 545 4,752 1,080
Transfers {1,373) 1,373

Change in net assets $ 758 3 (838) $ 3994 3§ 1,918 $ 4,752 § 1,080
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Governmental activities

Net assets for the Town’s governmental activities increased $758,000 during the fiscal year. The
primary reasens for this increase mirror those highlighted in the following analysis of the Governmental
Funds.

Business-type activities

During the fiscal year, the Town’s net assets for business-type activities increased $3,994,000.
Because the change in net assels for the Enterprise Funds is an aggregate, for purposes of this management
discussion and analysis, Electric, Water, and Sewer funds will be addressed individuaily below,

The Electric Fund had an operating income of $566,000 and a total increase in net assets of
$157,000 compared to net increase of $366,000 last year.

In August 2009 and continuing through June 30, 2011, the Town retained Booth & Associates to
assist in evaluating the needs at the electric deparitnent, both operationally and financially. Operation
recommendations covered the power plant and distribution system facilities, equipiment, vehicles, and
staffing. The financial recommendations addressed three major areas: base rates, power cost adjustment,
and power use managetnent,

Revenues were down 1% from last year primarily from the Town entering into a new purchase
power agreement effective June 1, 2010, This new agreement helped to reduce the PCA Rate.. [t should be
noted that revenues in a given fiscal year are not a true representation of kilowatts sold in that same fiscal
year because you are always recovering power costs from prior years.

Operating expenses were up from last year by $185,000 or 3% primarily due to increases in
supplies and operating expenses, contract services, Purchased power increased 4%. Purchased power is the
wholesale price of electric power that is resold to ratepayers through a Power Cost Adjustment (PCA)
factor. Wholesale power is forecast for a twelve month period and then adjusted to the actual number in
December of each year known as the Actuat Cost Adjustment ("ACA").

The Water Fund had an operating loss of $36,000 and a total decrease in net assets of $4,000
compared to a ne{ increase last year of $1,238,000. The increase in net assets in the prior year includes a
transfer from the general fund of $1,373,000 to the water fund. Revenues increased $62,000 over last year
with a $77,000 decrease in expenses due mainly to decreases in payroll and related costs, professional
services, contracted services and itisurance.

Water rates have been increased 7% starting January 1, 2011,

The Sewer fund had an operating loss of $402,000 and a total increase in net assets of $3,841,000
compared to an increase in net assets last year of $313,000. Total revenues decreased $31,000 due to
decreases in sales and materials for new services and hauler fees. The wastewater treatment plant upgrade
project prevented any outside haulers for part of the year. Capital grants of $4,319,000 were received for
the wastewater treatment plant project in 2011 compared to $1,784,100 received in 2010,

Operating expenses decreased $325,000 due to decreases in supplies and operating expenses,
professional and contract services, insurance and repairs and maintenance related to the wastewater
treatment plant upgrade and lagoon liner projects.
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FINANCIAL ANALYSIS OF THE TOWN’S FUNDS

As of June 30, 2011, the Town’s governmental funds reported a combined fund balance of
$7,324,000. This is a $251,000 increase in fund balance compared to an $837,000 decrease last year. The
primary reasons for the increase include:

Revenues increased from the prior year by $314,000 or 6%. The primary reason for the increase
was an increase in intergovernmental revenues. In addition, service charges, interest, and impact fees
decreased.

Along with the increase in revenues, the Town experienced an increase in expenditures of 7%. The
most significant changes occurred in the following areas:

. General governiment increased $34,000 due to increases in health insurance, retirement,
contract services, and employee training,

. Public works decreased $128,000 due to decreases in supplies and operations, insurance
and contract services,

» Capital outlay increased $271,000 due to the land purchase for future police department
and community center,
. Debt service costs increased $115,000 due to the new tand purchase,
BUDGETARY HIGHLIGHTS

Over the course of the year, the Town Council revised the budget due to anticipated interest costs
related to the purchase of land for a future Police department and Community Center. Budgeted revenues
and expenses were increased as follows:

¢ Prior year surplus revenue $ 38,000
»  Debt service expenditures $ 38,000
*  Loan proceeds $ 828,530

¢  Land acquisition costs $ 823,530
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Capital assets

At the end of the fiscal year, The Town h
invested in a broad range of capital assets.

CAPITAL ASSETS AND LONG-TERM DEBT ACTIVITY

Table 3
Town of Berlin, Maryland's Net Capital Assets
(in thousands of dollars)

ad $38,237,000, net of accumulated depreciation,

Governmental Bustuess-type
Activities Activities Total
2011 2010 2011 2010 2011 2010

Land $ 1,783 § 618 § 3,882 $ 1,633 § 5665 § 2,251
Infrastructire 3,248 2,110 36,214 34,114 39,462 36,224
Buildings and improvements 865 749 650 650 1,515 1,399
Equipment 862 791 3,094 2,760 3,956 3,551
Vehicles 1,252 1,320 997 962 2,249 2,282
Construction in progress - 948 13,331 8,995 13,331 0,943
Less: accumulated depreciation (3,188 {2,882) (24,753) (23,088) (27,941)  (25,970)
Total $ 4,822 § 3654 $ 33,415 $ 26026 $ 387237 $ 29,680

—_——

This year’s major capital asset additions included:

Governmental activities

Land purchase for police station and community center

Property purchase for welcome center and Chamber of Commerce
Completion of street improvement project

Sidewalk project

Server and utility billing software

Two police vehicles

Various equipment

Business-type activities

Truck mounted sewer TV inspection system

Furniture and office equipment for wastewater treatment plant
Pickup truck

Various maintenance and computer equipment

Land purchased for spray site

Completion of lagoon project

Constraction in progress for the wastewater treatment piant and phase I and I of spray

irrigation project
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Long-term debt
At the end of the fiscal year, the Town had $19,647,000 in general obligation bonds payable.
Table 4

Town of Berlin, Maryland's Outstanding Debt
(in thousands of doliars)

T T A T AT o M T g e i e o S e L e S i L Sy s T T g e v S s a sy I A Gy e e ] TS

{

Governimental Business-type Total

Activities Activities Total Percentage

2011 2010 2011 2010 2011 2010 Change

General obligation bonds ~ § 1,997  § 1,246 $ 17,650 $ 14,875 $19,647 $16,121 22%
22%

Total $ 1,997 § 1,246 §$17,650 $ 14,875 $19,647  $16,121

New debt was issued during the fiscal year for the purchase of the property for the police station
and community center and costs for the wastewater treatment plan.

CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS

The Town {s carrently building a new wastewater treatment plant to comply with environmental
regulations and to ensure that the Town is prepared for expected growth and development. The project is
estimated to cost $16 million and is being funded by a $6 million U. S. Department of Agriculture low-
interest loan, a $5.8 million U. 8. Department of Agriculture grant, a $1.5 million grant from the Maryland
Departinent of the Environment, a $700,000 CDBG grant and $2 million from the Town. At June 30, 2011,
approximately 92% of the project was complete. _

The Town is taking all reasonable measures to monitor and control expenditures.

REQUESTS IFOR INFORMATION

This financial report is designed to provide a general overview of the Town’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information provided in this
report or requests for additional information should be addressed to the Town of Berlin, Maryland, 10
William Street, Berlin, Maryland 21811,




TOWN OF BERLIN, MARYLAND

STATEMENT OF NET ASSETS

JUNE 30, 2011

ASSETS
Current assets
Cash
Pooled cash and investments
Taxes receivable
Accounts receivable, net
Internal balances
Due from other governments
Prepaid expenses
Inventories
Total current assets
Noncurrent assets
Restricted cash
Deferred charges, net of accumulated amortization
Capital assets, net of accumulated depreciation
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities
Accounts payable and accrued expenses
Accrued compensated absences
Acerued interest payable
Customer deposits
Current portion of long-term debt
Deferred revenue
Total current liabilities
Noncutrent liabilities
Bonds payable
Accrued compensated absences
Total noncurrent liabilities
Total liabilities -

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Untestricted
Total net assets

Governmental

Business-fype

Activities Activities Total
$ 465,909  $ 150,545 & 616,454
4,342,174 381,678 4,723,852
303,123 303,123
163,170 1,451,082 1,614,252
1,827,518 (1,827,518)
275,133 561,834 836,967
5,000 5,000
153,777 153,777
7,382,027 871,398 8,253,425
422911 901,417 1,324,328
226,598 226,598
4,821,720 33,414,998 38,236,718
5,244,631 34,543,013 39,787,644
12,626,658 35,414,411 48,041,069
190,321 1,239,533 1,429,854
17,276 19,160 36,436
6,371 87,582 93,953
98,630 98,630
7,122 636,606 643,728
20,821 133,100 153,921
241,911 2,214,611 2,456,522
1,990,072 17,013,698 19,003,770
155,481 61,088 216,569
2,145,553 17,074,786 19,220,339
2,387,464 19,289,397 21,676,861
2,824,526 15,935,199 18,759,725
422911 901,417 1,324,328
6,991,757 (711,602) 6,280,155
$ 10,239,194  $ 16,125,014 § 26,364,208

The accompanying notes are an integral part of these financial statements.

10
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ASSETS
Cash and cash equivalents
Pocled cash and investments
Taxes receivable
Accounts and notes receivable, net
Due from other governments
Due from other funds
Prepaid expenses
Restricted cash

Total assets

TOWN OF BERLIN, MARYLAND

LIABILITIES AND FUND BALANCES (DEFICITS)

Liabilities
Accounts payable
Accrued expenses
Due to other funds
Deferred revenue
Total liabilities

Fund balances {deficits)
Nonspendable
Restricted
Committed
Assigned
Unassigned
Total fund balances (deficits)

Total liabilities and fund balances (deficits) $

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2011

Special Total
General Revenue Governmental

Fund Fund Funds
$ 445,273 $ 20,636 $ 465,909
4,342,174 4,342,174
303,123 303,123
163,170 163,170
267,503 7,630 275,133
1,835,573 1,835,573
5,000 5,000
422,911 422,911
$ 7,784,727 $ 28,266 $ 7,812,993
$ 95,935 3 $ 95,935
116,874 1,158 118,032
8,055 8,055
246,671 20,636 267,307
459,480 29,849 489,329
5,000 5,000
71,271 71,271
351,640 351,640
319,648 319,648
6,577,688 (1,583) 6,576,105
7,325,247 (1,583) 7,323,664
7,784,727 $ 28,266 $ 7,812,993

The accompanying notes are an integral part of these financial statements.
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